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SUBJECT: REPORTED "SPECIAL MENTION” OF TURKEY BY FEDERAL 
RESERVE BOARD 

REF: ANKARA 541 1 

1 . THE FOLLOWING STATEMENT HAS BEEN PROVIDED BY THE 
FEDERAL RESERVE IN RESPONSE TO ANKARA REFTEL 5411. 

2. AS A MATTER OF POLICY, THE FEDERAL RESERVE SYSTEM DOES 
NOT FORMALLY CLASSIFY OR CRITICIZE COUNTRIES FOR PURPOSES 

OF ASSESSING THE QUALITY OF COMMERCIAL BANK LOAN PORTFOLIOS. 
HOWEVER, INDIVIDUAL FEDERAL RESERVE EXAMINERS, BASED ON 
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SUCH FACTORS AS THE QUALITY OF INFORMATION AVAILABLE TO 
THEM AT THE COMMERCIAL BANK UNDER EXAMINATION, THEIR OWN 
PERCEPTION OF ECONOMIC DEVELOPMENTS IN A PARTICULAR COUNTRY, 
AND THE MANNER IN WHICH A LOAN IS STRUCTURED (MATURITY, 
COLLATERAL, ETC.), MAY LABEL A SPECIFIC CREDIT TO A COUNTRY 
AS SPECIAL MENTION OR OTHERWISE CLASSIFY IT. 
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3. WHEN A LOAN IS LABELED SPECIAL MENTION, THE EXAMINER IS 
POINTING OUT THAT WHILE THE LOAN IS CURRENTLY PROTECTED, IT 
EXHIBITS POTENTIAL WEAKNESS. ECONOMIC CONDITIONS ARE ONE 
OF THE MANY FACTORS THE EXAMINER WILL CONSIDER IN MAKING 
HIS DECISION. BY SO LABELING THE LOAN, THE ATTENTION OF 

BANK MANAGEMENT IS DRAWN TO THAT POTENTIAL WEAKNESS SO 
THAT THE LOAN WILL BE FOLLOWED MORE CLOSELY. 

4. WHEN EXAMINERS CLASSIFY A LOAN, IT IS CATEGORIZED AS 
EITHER SUBSTANDARD, DOUBTFUL, OR LOSS. A SUBSTANDARD 
LOAN INVOLVES MORE THAN A NORMAL CREDIT RISK DUE TO THE 
CURRENT FINANCIAL CONDITION OR UNFAVORABLE RECORD OF THE 
OBLIGOR, INSUFFICIENCY OF SECURITY, OR OTHER RELATED 
FACTORS. LOANS CLASSIFIED AS DOUBTFUL INCLUDE THOSE WHERE 
THE ULTIMATE COLLECTION IS DOUBTFUL TO THE EXTENT THAT A 
SUBSTANTIAL LOSS IS PROBABLE. LOANS CLASSIFIED AS LOSS 

ARE THOSE CONSIDERED UNCOLLECTIBLE. IT SHOULD BE NOTED 
THAT A DOUBTFUL OR LOSS CLASSIFICATION WOULD ONLY BE 
ATTACHED TO LOANS TO A COUNTRY IN RARE CIRCUMSTANCES 
SUCH AS DEFAULT OR NATIONALIZATION. 

5. BANKS ARE NOT AUTOMATICALLY REQUIRED TO INCREASE THEIR 
RESERVES WHEN LOANS ARE CLASSIFIED. HOWEVER, IT IS EXPECT- 
ED THAT BANKS WILL ALLOCATE SPECIFIC RESERVES FOR LOANS 
CLASSIFIED DOUBTFUL AND THAT LOANS CLASSIFIED AS LOSS WILL 
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BE CHARGED OFF. 

6. CURRENTLY, FEDERAL RESERVE EXAMINERS ARE NOT CLASSIFY- 
ING OR CRITICIZING EXTENSIONS OF CREDIT TO THE TURKISH 
GOVERNMENT. CHRISTOPHER 
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